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The Break-even Point in Today’s Economy 


By CLAUDE R. GILES 


The break-even point is not 
something new. It has been pointed 
out in recent articles on the subject 
that graphic presentation of break- 
even points was developed over 40 
years ago, and no doubt many 
industries have directly applied the 
theory to their operating problems 
for many years. Its importance 
today to all industry is due to the 
fact that the basic element of fixed 
expenses has gradually and steadily 
increased over a long period com- 
prising defense preparation, actual 
war-waging, and a seller’s market, 
when its impact was, in many 
cases, Overlooked or accepted be- 
cause production was a “must” 
and, later, because its effect could 
be offset by higher sales prices. 


Why have fixed expenses shown 
an even higher rate of increase than 
other costs? Some of the factors 
are: 


1. The increasing cost of new plant, with 
higher depreciation expense, taxes. etc. 


7] 


2. The increasing trend toward labor- 
saving machinery and equipment. 

3. Improved working conditions involving 
greater plant area, such as better wash 
and locker room facilities, cafeterias, 
etc. 

4. New and expanded employee security 
plans. 

5. More scientific research. 

6. Considerable expansion in clerical func- 
tions. 

The publicity concerning the 
recent opening of a magnificent 
new hotel at Houston, Texas, in- 
cluded a brief statement that occu- 
pancy of approximately 80 per cent 
would be required to break even. 
Such a percentage evidences the 
spectacular climb of the break-even 
point in the hotel industry, when 
compared with the 55 per cent to 
60 per cent of scarcely a decade ago. 
A comparison of operating results 
for a year before World War II and 
a year after the war might look 
something like this for a 1,000 room 
hotel (the amounts shown are illus- 


trative and not necessarily typical): 
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Occupancy percentage. . 
Revenue at the average daily rate of $4. 


Costs and expenses: 
Variable, i.e., 








operating wages and other 


direct expenses which fluctuate more or less 
directly with changes in percentage of 


GOCUDENEY...........6... 


Fixed, i.e., expenses that all go on with little 
change whether there is 50 per cent or 100 
per cent occupancy, such as depreciation, 


taxes, insurance, 


interest on mortgage 


bonds, general and administrative expenses, 


ee 


Total expenses........... 


Income or loss* before income taxes. 


Occupancy percentage................... 
Revenue at the average daily rate of $6. 


Costs and expenses: 
Co ee 
Pimed...... 


Total expenses....... 


Income or loss* before income taxes......... 


The basic calculation for the 
break-even point is the determina- 
tion of which costs and expenses 
are variable and which are fixed. 
It must be acknowledged that 
there is no precise or exact differen- 
tiation. Some costs and expenses 
are mixed in character. True, vari- 
able costs will not always fluctuate 
directly with changes in occupancy 
or capacity percentages. For ex- 























Before the War 
40% 60% 80% 
$ 600,000 $ 900,000 $1,200,000 
$ 400,000 $ 575,000 $ 725,000 
300,000 325,000 350,000 
$ 700,000 $ 900,000 $1,075,000 
$ 100,000* — $ 125,000 
After the War 
60% 80% 100% 
$1,350,000 $1,800,000 $2,250,000 
$ 800,000 $1,000,000 $1,200,000 
750,000 800,000 850,000 
$1,550,000 $1,800,000 $2 050,000 
$ 200,000* — $ 200,000 





ample, a hotel with ten elevators 
will not necessarily operate five 
when the hotel is only half full, 
eight when occupancy is 80 per 
cent, etc. Similarly, it must be 


recognized that fixed expenses will 
vary somewhat as volume changes. 

The initial step in the develop- 
ment of break-even points is an 
analysis of past costs and expenses 
(including manufacturing, 


distri- 
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bution, selling, and administration) 
to determine which were variable 
and which were fixed. This means 
an analysis of every item in the 
most recent statement of income, 
excluding, of course, any nonoper- 
ating account such as dividend 
income but including “nonoperat- 
ing’ expenses such as interest. 
Once the total historical costs 
and expenses are broken down into 
the two main classifications, we 
have the starting point for projec- 
tion of the future. The two classes 
of costs must necessarily be con- 
sidered together, since changes in 
one class of fixed expense may 
result in a change in a variable 
cost. A simple example would be 
the installation of equipment cost- 
ing more but having automatic 
features reducing attendance time, 
which would result in a higher 
depreciation charge (a fixed ex- 
pense) but might, because of the 
labor-saving element, reduce unit 
direct labor costs (a variable cost). 
Other projections of variable 
costs and fixed expenses of an 
indicated simple nature may re- 
quire detailed analysis to determine 
their full effect, and also a con- 
sideration of their effect on other 
items. For example, in estimating 
and projecting increased costs inci- 
dent to a new wage agreement, a 
flat 5 per cent or 8 per cent hourly 
rate increase usually will not, in 
itself, be a matter of simple per- 
centage application to pay roll costs. 
Adjustments may be necessary for 





other benefits like more liberal 
vacation, holiday, and sick leave 
time, and for the consequent 
greater amounts of social security 
(unemployment and old age) taxes, 
retirement plan contributions, com- 
pensation insurance, etc. 

A plant expansion program can 
affect materially the projection of 
future costs and expenses. First, 
there is the element of the present 
inflated construction dollar, which 
means greater charges against in- 
come for depreciation. And the 
total dollar cost will usually be 
more than the cost of plant con- 
structed twenty years ago multi- 
plied by a construction cost index. 
In a paper on the break-even point 
presented at the June 1948 inter- 
national cost conference of the 
National Association of Cost Ac- 
countants, Mr. John E. Hearst, 
Controller of S. S. Kresge Company, 
gave some interesting statistics on 
construction costs of a_ typical 
Kresge store. Such a store in the 
20’s contained 142,000 cubic feet 
and cost $59,600. The 1948 store 
has 317,664 cubic feet (which re- 
flects today’s greater spaciousness 
plus all the extra trimmings ex- 
pected by labor and the customer, 
such as better rest rooms, cafe- 
terias, etc.) and costs $177,900 
without air conditioning, $207,900 
with air conditioning. And the 
fixtures which cost $20,000 twenty 
years ago cost $68,000 now. 

Another factor is the replacement 
of facilities which will become obso- 
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lete. Will the entire cost of such 
facilities have been recovered by 
the time they are replaced? Obso- 
lescence is a difficult factor to 
evaluate in establishing deprecia- 
tion rates. Perhaps a long range 
improvement program involves re- 
placement of some equipment after 
ten years of use although the life 
originally established was twenty. 
In such a case, depreciation rates 
should be revised to spread the 
remaining investment over the re- 
maining life. 

Finally, the fact that current 
construction programs may repre- 
sent, in part, catching up from the 
war years suggests the possibility 
that some facilities may be fully 
depreciated and that current profit 
and loss statements have been 
getting the benefit of smaller-than- 
normal charges for depreciation. 
Thus future operations may be 
charged $7,500 for depreciation on 
equipment costing $100,000, as 
compared with $2,000 depreciation 
charge in the past year for equip- 
ment which cost $50,000 some 
years ago, some of which is fully 
depreciated. 

The foregoing general remarks 
have been based on the assumption 
that operating policy can safely be 
based on analysis of historical costs 
as they are reflected in the account- 
ing records, and the projection of 
such historical costs into the future. 
However, in times of rapidly chang- 
ing price levels, historical data and 
their projection are only the start- 


ing point. Today there are three 
classes of costs and expenses which 
should be considered in the projec- 
tion of variable costs and fixed 
expenses from the standpoint of 
basic economics, and not as they 
are probably reflected in the ac- 
counts. They are: 


(1) Inventory replacements at different 
costs. 

(2) Plant replacement costs in the future 
at a cost probably substantially greater 
than the cost on which current depre- 
ciation provisions are being based. 

The impact of income taxes, both from 
the standpoint of their diluting effect 
on the two foregoing items and the 
possibly heavier burden in the future. 


In industries where raw material 
costs represent a substantial part 
of total variable costs, price in- 
creases should be currently con- 
sidered in the projections. (In spite 
of current widely-publicized de- 
clines, all prices are not going 
down.) Expressed in terms of a 
business transaction, it should be 
recognized that sale for $120,000 
of a stock of finished products 
which cost $100,000 to manufacture 
does not provide cash of $20,000 
which is available to be paid out 
for taxes and distributed as divi- 
dends, if the replacing cost of the 
inventory is $110,000. 

The wide spread between the cost 
of plant and equipment on the 
books today on which depreciation 
provisions are being based and the 
cash funds which will be required 
to replace such plant and equip- 
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ment should be considered. In 
fixing sales prices, it is the responsi- 
bility of business management to 
provide currently for plant replace- 
ments, and current depreciation 
provisions may not meet that 
requirement. 

The third element of expense to 
be specially considered is income 
taxes. Unless a company is on a 
“ast-in first-out’”” inventory basis, 
recognition of the replacement basis 
for materials must be coupled with 
the fact that income taxes may take 
up to two-fifths of the cash needed 
to pay for the appreciation in price 
of the material to be replaced. 
Unless, therefore, a larger portion 
of profit than ordinary is retained 
for replacement of inventory, work- 
ing capital will diminish, in terms 
of the stock of physical units 
ordinarily carried in inventory and 
a company may not be able to 
maintain its previous volume. A 
similar situation applies to depre- 
ciation. 

One may well ask “‘If replacement 
costs of inventory and plant are 
proper items to be considered in 
the determination of the break-even 
point and its application in oper- 
ating and sales policy, why should 
they not be currently reflected in 
the profit and loss accounts?” 
Many people are saying that if they 
could be reported net income would 
more nearly reflect actual economic 
net income which would not infu- 
rlate the consumer and influence 
labor to ask for wage increases. 


In a radio address over the Colum- 
bia Broadcasting System, Dr. Neil 
H. Jacoby, Dean of the College of 
Business Administration at the 
University of California at Los 
Angeles, stated that the 1947 profits 
of $29,000,000,000, before income 
taxes, for all United States non- 
financial corporations were over- 
stated by $8,000,000,000, this 
amount consisting of the over- 
valuation of inventories and the 
difference between depreciation ex- 
pense based on original cost and 
that based on replacement cost. 
Dr. Jacoby went on to say that 
accounting practices should be 
changed to eliminate these “pipe 
dream’’ profits. 

That is a large order. For one 
thing, the impact of income taxes, 
which is outside the sphere of 
accounting practices, cannot be 
ignored. Reduction of the 
$29,000,000,000 to $21,000,000,000 
will still not give a good answer if 
income taxes continue to be applied 
to the $29,000,000,000. 

If a company has adopted the 
“LIFO” method of inventory valu- 
ation, which is direct recognition 
of the replacement theory and 
which has both accounting and tax 
sanction under certain conditions, 
the break-even point determination 
would probably automatically re- 
flect materials on the replacement 
basis. It is quite possible that if 
business men had had a crystal 
ball three or four years ago and 
could have foreseen postwar de- 
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velopments such as the Marshall 
Plan, the current war rearmament 
program, and the restlessness of 
labor, there would probably be 
many more companies operating 
under “LIFO.”’ Regardless of the 
accounting method used, however, 
“LIFO” should be applied in de- 
veloping the break-even point. 


The same replacement theory 
should be applied to depreciation 
expense in break-even point calcu- 
lations, which will involve consider- 
ation of an amount for this expense 
greater than that currently re- 
flected in the accounts. The propo- 
sition to put depreciation expense 
on a replacement cost basis in the 
accounting records has many advo- 
cates, and accountants’ organiza- 
tions have given considerable 
thought to the problem involved 
in the effect of inflationary ten- 
dencies on current income state- 
ments; however, it is generally felt 
that accounting and financial re- 
porting for general use should 
adhere to the generally accepted 
concept of depreciation on cost, 
at least until the dollar is stabilized 
at some level. Notwithstanding 
the accountants’ stand on this 
question of reflecting depreciation 
in income statements, leaders in 
the accounting field have stated 
that management should, in con- 
nection with pricing policies, take 


into consideration the probability 
that plant and machinery will have 
to be replaced at costs much 
greater than those of the facilities 
now in use. 


No attempt will be made here to 
demonstrate in detail the applica- 
tion of the break-even point. In 
actual practice, graphic presenta- 
tion by charts is perhaps the most 
effective means of providing man- 
agement with all the data it needs 
to reach decisions concerning sales 
prices and volume of production. 
Detailed graphic presentation can 
best portray the following: 


(1) Due recognition of the fact that few 
variable costs are completely variable. 
For example, direct labor costs may 
not rise directly in proportion to num- 
ber of units produced. 


(2) Due recognition of the fact that few 
fixed expenses are completely fixed. 
For example, general accounting ex- 
penses may rise slightly as production 
increases. 


(3) Progressive changes in the break-even 
point incident to progressive changes 
in sales prices. 


(4) Progressive changes in the break-even 
point incident to changes in volume 
necessitated by general market changes 
not within the control of the manage- 
ment. 


The following simple example is 
given to emphasize the main points 
of this paper: 





: 
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Alpha Manufacturing Company had a good year in 1948. Its product enjoyed a seller’s 
market. It operated at only 80 per cent capacity due to steel shortages. 


Its net income was $70,000. A 10 per cent dividend (increased from 8 per cent the pre- 
vious year) amounting to $50,000 was paid, leaving $20,000 retained in the business, 
which the management felt took care of the “‘paper profits’ in the year-end inventory 
valued on the ‘“‘first-in, first-out” basis, and also provided some funds for plant replace- 
ment which was going to cost more than the present plant. Analysis of the year’s 
income statement showed the following significant data, on both the accounting basis 


and the replacement basis. 


Accounting basis Replacement basis 





Amount Per unit Amount Per unit 





Sales of 100,000 units (80 per cent capacity) $1,000,000 $10.00 $1,000,000 $10.00 





Variable costs (on a LIFO inventory basis 


they would have been $20,000 more)...... $ 600,000 $ 6.00 $ 620,000 $ 6.20 


Fixed expenses (including depreciation ex- 
pense of $4,000 on plant which will cost 











twice as much as original cost to replace). . 280,000 2.80 284,000 2.84 
Total costs and expenses........... $ 880,000 $ 8.80 $ 904,000 $ 9.04 

Income before income taxes................ $ 120,000 $ 1.20 $ 96.000 $ .96 
FORE CONOR a2 os: c6- pias io areca ears sigrowieieaisieiai 50,000 50 50,000 .50 
Wide NOON Coons dexc Mar siaraiviatacecrtetmea $ 70,000 $ .70 $ 46,000 $ .46 





The break-even points for the year were at 56 per cent capacity and 
59.8 per cent capacity on the two bases, determined as follows: 





Accounting Replacement 
basis basis 
Margin of unit sales price over unit variable cost........... $ 4.00 $ 3.80 
UN NN 560 os gaye os orc crcevsie a) etayoiksxoesis Sis a Micaela ie rots $280,000 $284,000 
Break-even point production—fixed expenses divided by 
UN 5505s icp ar acslve ar are as eae RTOt pO TREE Taare Oe 70,000 74,736 -+- 
UN OIE sis Sors ceo Ne a cievatemint 46 Rise Sai remota 125,000 125,000 
Break-even point in percentage of capacity................. 56% 59.8% 


Proof: 
Variable costs of units produced at break-even point: 
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Where is the break-even point if 
projections of 1949 costs and ex- 
penses indicate that variable costs 
will be up 5 per cent and fixed 


expenses up 10 per cent? Following 
are the calculations on the sug- 
gested replacement basis: 


Estimated unit variable cost—$6.20 + 5 per cent $6.51 
Margin of unit sales price over unit variable cost: 


No change in unit sales price of $10.00 


5% increase in unit sales price to $10.50............. 
10% increase in unit sales price to $11.00........... 
Estimated fixed expenses—$284,000 + 10 per cent 


Break-even point of production and capacity percentage: 


No change in unit sales price... .. 
5% increase in unit sales price...... 
10% increase in unit sales price 


The final step in this example is 
the determination of the produc- 
tion necessary to result in a satis- 
factory net income. On the assump- 
tion that net income of $50,000 on 
the replacement basis is considered 
a fair return on the stockholders’ 
investment, the book net income 
as the objective under the foregoing 


Estimated fixed expenses 
Income before income taxes, as above 





ee NPs ROPER IE ER re 3.49 
HO cee eee 3.99 
ae 4.49 
cod AEN Ee RO ees $312,400 
Percentage 

of 
Production capacity 

fa ere rns eo ahaa 89,513 71.6% 
Me rece 78,296 62.6% 

og ener eR Xt hs Lae dare 69,577 55.7% 
set of circumstances would be 


about $75,000. At the approximate 
income tax rate of 40 per cent, 
this would require a book income, 
before income taxes, of $125,000, 
and an income on the replacement 
basis of $100,000, and the produc- 
tion required would be determined 
as follows: 


Required production and capacity percentage: 


No change in unit sales price: 


$412,400 + $3.49 (margin of sales price over variable costs) 


5 per cent increase in unit sales price: 
$412,400 + $3.99 
10 per cent increase in unit sales price: 
$412,400 + $4.49 





Pee een eat RA CoE ree: $312,400 
eH Me Cah CRE Rt ee Sp aoe 100,000 
Pet eee Stas wes anwar atehans oe B $412,400 
Capacity 
Production percentage 
118,166 94.5% 
Rite noe eter ee 103,358 82.7% 
Bei Ak tre areas 91,849 73.5% 
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Accounting under Government Contracts* 


oC 
~ 


By ROBERT S. WARNER 


When we talk about government 
contracts we mean industrial mo- 
bilization. In preparation for busi- 
ness mobilization what more 
essential requirement is there than 
an advance study of the medium 
through which government pro- 
curement is controlled, namely, 
the supply contract. 

The last twelve months have 
seen a great deal of careful prelimi- 
nary work of a technical, legal and 
accounting nature on _ contract 
procedure by the armed services. 
This work has taken the form of 
regulations known as the Armed 
Service Procurement Regulations 
issued by the Munitions Board. 
Eighteen topical sections have been 
assigned. Some of these are still 
in draft form and are being coordi- 
nated within the armed services 
and with industry; some have been 
adopted; others have not yet 
reached draft form. They cover 
such features as Procurement by 
Advertising, Procurement by Nego- 
tiation, Foreign Purchases, Termi- 
nation, Patents, Taxes, Labor, 
Government Furnished Property, 
Inspection, etc. The most inter- 
esting to accountants are doubtless 
the section dealing with Contract 
Forms and Provisions, Section VII, 





*Based upon a paper delivered before the 
* Detroit Chapter, National Association of 
Cost Accountants, March 10, 1949, 


and the Statement of Contract 
Cost Principles, Section XV. The 
first of these is undergoing industry 
examination at the present time; 
the second has been adopted and 
printed, and became effective on 
March 1, 1949. 

Now what is the significance of 
these regulations as such? In my 
opinion, they represent an expres- 
sion of a policy characterized by 
foresight and a firm desire to 
capitalize on the experiences and 
mistakes of the last war, to the end 
that ambiguity and uncertainties 
in contract dealings are minimized 
and that a suitable balance will be 
maintained between the protection 
of the interest of the government 
and fairness to the individual con- 
tractor. 

When we talk about cost ac- 
counting under government con- 
tracts our concept of this branch 
of accounting must be broadened. 
It will embrace all the financial 
and administrative accounting 
functions not normally associated 
with mere product cost. It will be 
the responsibility of the cost ac- 
counting function to estimate and 
accumulate all legally admissible 
costs—strictly construed—remem- 
bering that in a situation of large 
production for the armed services, 
industry finds itself subjected to a 
single customer monopoly, with no 
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opportunity for ordinary commer- 
cial activity to supply revenues 
against which to charge errors in 
costing judgment. The marshalling 
of incurred costs for prompt reim- 
bursement, the avoidance of dis- 
putes over allowable and unallow- 
able costs, the efficiency of internal 
operations, the basis of financing 
production under supply contracts 
—for which a company’s normal 
capital supply is usually inadequate 
—the accounting for use of facili- 
ties, the selection of the proper 
contract form, all invoke our broad- 
ened concept of cost accounting in 
a war-time economy. When mo- 
bilization occurs, the principles of 
cost accounting play a dominant 
role. The direct and indirect de- 
mands which will be made on the 
internal accountant will be endless 
and as in the past it will be found 
that the services of the independent 
accountant will be of great value. 
The necessity for this can be readily 
shown—by examining those pro- 
visions of the Regulations which 
control, limit or otherwise influence 
the price of a product or the return 
to the producer where government 
contracts are involved. Our source 
for these is found in the tentative 
Section VII—Contract Forms and 
Provisions—mentioned above. It 
is from this section that all the 
standard contract language must 
be drawn. 


First, as to profit limitations; 
here we note the existence of the 
Vinson-Trammell Act and the Re- 


negotiation Act of 1948. Clauses 
evidencing the applicability of 
these Acts must be incorporated in 
all supply contracts where appro- 
priate. The coverage of the Rene- 
gotiation Act is practically limited 
at the present time to contracts 
for construction and procurement 
of aircraft and spares, although it 
may be expanded to cover ships 
and some construction of facilities. 
The Vinson Act applies to any 
contract for more than $10,000 for 
construction of complete naval 
vessels or aircraft. The side-by- 
side existence of the two profit- 
limiting acts is a situation not 
encountered in the last war, when 
the Vinson Act was suspended 
during the period of the excess 
profits tax, which virtually spanned 
the entire period of renegotiation. 

Both the Vinson Act and the 
Renegotiation Act are directed at 
profits from contracts based on 
government procurement although 
their approaches are different. The 
Vinson Act provides for fixed per- 
centage limitations on profits while 
the Renegotiation Act is flexible in 
that respect. The Vinson Act 
applies to the total contract price 
of contracts completed during a 
fiscal year, while the Renegotiation 
Act applies to aggregate receipts 
or accruals during a taxable year. 
The Vinson Act provides for carry- 
over of losses and in the case of 
aircraft it provides a carry-over of 
deficiency in profit under 12 per 
cent; there is no carry-over pro- 
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vision under renegotiation. Unless 
the Vinson Act is repealed, it is 
possible that the enforcing agencies 
will conflict. There seems to be no 
need of both acts in government 
contract regulation at this time. 

The Regulations to be promul- 
gated for the Renegotiation Act 
of 1948 should be of interest to 
accountants. Those contracts 
which would otherwise be renego- 
tiable must reflect aggregate re- 
ceipts or accruals of over $100,000 
for any one fiscal year before they 
may be renegotiated, whereas under 
prior law the starting point was 
$500,000. 

Next in the order of general con- 
tract provisions which should be of 
greatest interest to prospective con- 
tractors and their accountants is 
the matter of price redetermination. 
The regulations present a series of 
alternatives which afford every 
opportunity to the contractor in 
his consideration of the forms best 
suited to his protection. Actually 
there are eight distinct forms of 
price redetermination offered. A 
few will be mentioned, so that the 
variety of conditions allowed for 
and the pattern of application may 
be seen. One form provides for 
periodic prospective upward or 
downward redetermination of price 
at fixed intervals or quantities. 
Both parties are bound by the 
price for the initial period. This 
initial price is based on projections 
not extending beyond the end of 
the first period. A second form is 


essentially the same as the first 
except the redetermination is made 
only if either party demands it. 
A third type provides for retro- 
active upward or downward rede- 
termination of price upon demand 
of either party. A fourth type 
specifies a downward redetermina- 
tion of total contract price at a 
fixed point, and a forward price for 
the remainder of the contract based 
on costs to be incurred. Another 
form permits the adjustment of 
prices either up or down upon the 
happening of a specified contin- 
gency. Included in such contin- 
gencies would be the instance of 
price fixing or supply controls by 
the government, or failure of a 
contractor to comply with contract 
conditions or deliveries because of 
an act of the government. 


Thus can be seen the great 
inherent benefits to a contractor 
in being able to adapt these various 
formulae to his own advantage— 
but it is equally clear that no hap- 
hazard system of accounts or 
records could ever produce the 
data essential to advantageous op- 
eration under such price redeter- 
mination clauses. In fact, it is 
specifically stated in the Regula- 
tions that price redetermination 
cannot be employed if the con- 
tractor does not use acceptable 
estimating methods and if his cost 
accounting system is not sufficiently 
reliable and accurate. 

The regulations governing general 
contract provisions have extended 
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the price redetermination features 
to include those involving incen- 
tives, both for fixed price and cost- 
plus-fixed-fee contracts. A study 
of this feature is enlightening. The 
Fixed Price Incentive Type Price 
Redetermination contract provides 
for a redetermination of price after 
completion of the contract based 
upon the contractor’s costs, deter- 
mined by negotiation, plus a sliding 
scale of profit which varies inversely 
with the cost but which in no event 
shall permit the final price to 
exceed the maximum price stated 
in the contract. In addition the 
formula for fixing the profit must 
be so scaled that an effective 
premium is afforded for reducing 
costs below the estimate and a 
deterrent provided to discourage 
the contractor from increasing costs. 
The contract price must be based 
on projections extending over the 
life of the entire contract, taking 
into consideration anticipated cost 
decreases; and no other redeter- 
mination of price or escalation 
provision may be used in the con- 
tract. The contract price becomes 
known as the “target.” When 
actual costs exceed the target the 
amount and rate of profit are de- 
creased; when the actual costs fall 
below the target the amount and 
rate of profit are increased. In an 
actual contract of this type, the 
formula would work something 
like this: Assume the contract 
price is $100,000 per unit. The 
profit is set at 6 per cent or $6,000. 


The actual costs over the life of 
the contract average $80,000 per 
unit, a saving of $20,000 per unit. 
Eighty per cent of this saving, or 
$16,000, is passed on to the govern- 
ment by contract price change; 
the balance of $4,000 is retained 
as a performance bonus or incen- 
tive by the contractor. The total 
price to the government is $90,000 
as compared with a target price of 
$106,000. The rate of profit earned 
by the contractor is increased from 
6 per cent to approximately 11 
per cent, on a cost saving of only 
15 per cent of the target price. 
But lest there be any thought that 
this opens the way for the con- 
tractor to realize an exorbitant 
rate of profit, it should be remem- 
bered that the Vinson Act and the 
Renegotiation Act are ready to 
come into play with their profit- 
limiting features. 

The Cost-Plus-Fixed-Fee Incen- 
tive Type Price Redetermination 
contract is essentially the same as 
with a Fixed Price plan, except 
that the sliding scale is applied to 
the fixed fee and only applies 
upward, that is, no deduction is 
made from the fee if the costs 
exceed the estimate. The effective 
rate of profit, or fee, however, is 
reduced if the costs exceed the 
estimates. 

We have a further feature of the 
general contract provisions which 
is one of the most important of all 
from the standpoint of fair costing 
and the expeditious payment of 
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incurred costs, and that is the use 
of predetermined or provisional 
rates of overhead. This is a device 
which was not utilized in the last 
war to any extent. Predetermined 
or provisional overhead rates may 
be negotiated for inclusion in any 
cost or cost-plus-fixed-fee type of 
contract, and may be subject to 
redetermination at fixed intervals. 
The use of either the fixed prede- 
termined rate or the provisional 
rate revision article requires that 
the contract contain a definition 
of overhead which will prevent 
additional payments not contem- 
plated in the negotiation; the rate 
used must be such that both parties 
shall be bound by the rate for the 
first period, except when a pro- 
visional rate is used; the fixed 
dates at which time redetermina- 
tion will occur will be stated; the 
dates will conform with the con- 
tractor’s accounting system and 
usually will extend over six or 
twelve-month intervals; and the 
fixed rates will be negotiated pro- 
spectively. 

It can be readily seen what a 
tremendous assistance this device 
will render in the rapid collection 
of overhead billings. After a rate 
is set by negotiation, it is not dis- 
turbed until the fixed interval 
expires. In the meantime the 
government inspectors have been 
examining the overhead accounts 
and computing a rate for adoption 
in the next period. The rate may 
be changed upward or downward 


but not retroactively. There is no 
bothersome argument over inad- 
missible overhead items, in fact 
they become insignificant, and it is 
possible that the rate may not be 
audited by the General Accounting 
Office because it was determined by 
negotiation. The work of the 
government auditors is restricted 
to an examination of direct charges 
only, and the delays in clearance 
of public vouchers are practically 
eliminated. Every effort should be 
made to adopt the use of prede- 
termined overhead rates in cost- 
plus-fixed-fee contracts when 
offered. The basis for inclusion of 
items in overhead is determined by 
the Statement of Contract Cost 
Principles which will be discussed 
shortly. 

In connection with price rede- 
termination the use of escalation 
articles will be predicated on the 
assumption that it is to the best 
interests of the government to 
negotiate for the inclusion of such 
an article in return for a price con- 
cession by the supplier. Escalation 
is usually utilized in the case of 
prices for standard or “off-the- 
shelf” articles which normally lend 
themselves to sale at firm prices. 
The government would look to 
escalation to protect itself in the 
case of a falling market, but as far 
as the contractor is concerned, 
wherever the article requires cost 
estimating, it would be to his 
interest to negotiate for price rede- 
termination rather than escalation. 
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We have sketched briefly some 
three or four subjects found in 
Section VII of the Regulations. 
There are approximately sixty 
subjects in all. Many of them are 
the responsibility of the accounting 
department. Before leaving this 
Section, it would be interesting to 
read the sub-section on Accounting 
Methods and Records—‘“‘All cost 
and cost-plus-fixed-fee contracts 
must contain this provision. The 
contractor agrees to keep records 
and books of account, showing the 
actual cost to him of all items of 
labor, materials, equipment, sup- 
plies, services, and other expendi- 
tures, of whatever nature, for which 
reimbursement is authorized under 
the provisions of this contract. 
The method of accounting shall be 
subject to the approval of the con- 
tracting officer; Provided, no ma- 
terial change will be required 
therein if it conforms to good ac- 
counting practice and the costs 
are readily ascertainable there- 
from.” There is more to it, but 
that seems sufficient to establish 
the burden on the contractor to 
maintain proper records. All con- 
tracts which call for the furnishing 
or construction of aircraft, aircraft 
parts or aeronautical accessories, 
and all cost and cost-plus-fixed-fee 
contracts, regardless of the type of 
supplies or services, must contain 
a provision that the contractor’s 
books and records and his plant or 
such parts thereof as may be en- 
gaged in the performance of the 


contract, shall at all reasonable 
times be subject to inspection and 
audit by any authorized represen- 
tative of the government. The 
same applies to subcontracts. There 
is nothing new in this, although it 
is not known at this time to what 
extent the audit of contracts will 
be coordinated within the services. 
There are indications that over- 
lapping auditing will be done away 
with. 

As mentioned before, the second 
instance of the thorough prepara- 
tory work performed by the armed 
services is found in the Statement 
of Contract Cost Principles, which 
is Section XV of the Procurement 
Regulations. This was in the mak- 
ing for over a year and was finally 
printed and became effective on 
March 1, 1949. The Statement 
of Contract Cost Principles is 
intended to be used by the depart- 
ments of the armed services in 
order to establish for those depart- 
ments uniform policies relating to 
the determination of costs having 
to do with procurement of supplies 
and services. The outlines of the 
Statement are not unlike those of 
the Explanation of Principles for 
Determination of Costs Under Gov- 
ernment Contracts (the familiar 
“‘sreen book’’) in use during the 
war. There are important differ- 
ences, however. The green book 


was never formally adopted by the 
armed services, although it was 
used and referred to by government 
agencies and sometimes written 
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into contracts. The current State- 
ment is very clear as to its appli- 
cation, as it states that in order 
for the principles for determination 
of costs outlined therein to be bind- 
ing on the government and a con- 
tractor, the applicable principles 
must be set forth in the contract 
or appended thereto or incorpo- 
rated by reference. On and after 
the effective date of March 1, 1949, 
these cost principles shall be made 
a part of every contract of the type 
to which they apply. 

The category of contracts to 
which the Contract Cost Principles 
apply are those of the cost-reim- 
bursement type. Contracts of this 
type include cost or cost-sharing 
contracts, cost-plus-fixed-fee con- 
tracts, and the cost-reimbursement 
portion of time-and-materials con- 
tracts. Separate provisions are 
furnished for contracts with com- 
mercial companies, nonprofit insti- 
tutions, and construction contracts. 

As a corollary to the authori- 
tative position now occupied by 
the Statement of Contract Cost 
Principles, it might well be asked 
whether flexibility has been sacri- 
ficed. Actually it appears that 
some provision against such sacri- 
fice has been made. One means is 
by the use of explanatory cost 
interpretations which presumably 
will have the same force as the 
original Statement. Some of these 
are actually in preparation now. 
The other means is found in the 
Statement itself which devotes a 


separate section to subjects affect- 
ing cost which may require special 
consideration in connection with 
the negotiation or performance of 
cost-reimbursement-type contracts. 
The Statement actually contains 
a check list of examples illustrative 
of such special subjects and directs 
the contracting officers and their 
negotiators to see to it that special 
subjects are studied and appro- 
priate clauses incorporated. Thus 
the contractor has an opportunity 
to insure that unusual circum- 
stances in his particular case are 
dealt with in the contract and that 
the specific principles in the State- 
ment are adapted to his situation 
as much as possible. If contractors 
avail themselves of these rights to 
incorporate unusual subjects and if 
careful study is given the explana- 
tory cost interpretations, it would 
seem that serious detriment to the 
interest either of the government or 
the contractor can be avoided. 

The Statement has one further 
important application, in that in 
the case of contracts having pre- 
determined overhead rates the Prin- 
ciples are to be used only as a basis 
for negotiating such rates. 

Essentially the Statement of Con- 
tract Cost Principles establishes the 
meaning of costs in the eyes of the 
government. Unlike the business 
concept, which treats practically 
every expenditure as a determinant 
of total costs, the government con- 
cept is that costs are comprised of 
two classes, allowable and unallow- 
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able. The former are reimbursable; 
the latter not—and the contractor 
is left to,his own devices to recover 
them through income, capital, or 
some form of tax benefit. Since 
this divergence in concept is so 
clearly drawn in the Statement of 
Contract Cost Principles, a most 
careful study is in order. Our ex- 
perience in the last war is invaluable 
in this respect as the outline of al- 
lowable and unallowable costs fol- 
lows closely the previous pattern. 
The Statement provides a general 
basis for determination of costs by 
stating that the total cost of a con- 
tract is the sum of the allowable 
direct costs incident to the per- 
formance of the contract, plus the 
properly allocable portion of allow- 
able indirect costs, less applicable 
income and other credits. The tests 
used in determining the allowability 
of costs also include reasonableness, 
application of generally acceptable 
accounting principles and practices, 
and any limitations as to types or 
amounts of costs specifically set out 
in the Statement. Faiiure to men- 
tion any particular item of cost in 
the Statement does not imply that 
it is either allowable or unallowable. 
The use of normal or standard costs 
(with appropriate adjustment for 
variances, unallowable costs, and 
other specific exclusions) is accept- 
able in determining amounts of 
provisional or interim payments, 
but final allowable costs must rep- 
resent actual costs. 
* Allowable costs are classified in 


the Statement between direct and 
indirect. Direct costs include, of 
course, materials and labor, but 
also admit an unclassified group of 
charges described as Other Direct 
Costs. The definition of direct 
materials seems to be fair. It em- 
braces the cost of all items pur- 
chased, supplied, manufactured or 
fabricated, which enter directly into 
the end product or which are used 
or consumed directly in connection 
with furnishing such product. Con- 
sideration will be given to reason- 
able overruns, spoilage and defec- 
tive work. Withdrawals from a 
contractor’s stock will be charged 
in accordance with the pricing 
system used by the contractor, 
provided such system is in accord- 
ance with sound accounting practice 
and is consistently followed. Ad- 
justments of book records to physi- 
cal inventories will be allowed in 
arriving at cost of materials pro- 
vided no mere valuation write- 
downs are included and the adjust- 
ments are applicable to the period 
of the contract. Credits arising 
from periodic physical inventories 
must be taken into account. The 
cost of materials must reflect de- 
duction of all discounts, rebates or 
allowances, and credits for returned 
material and scrap, whether or not 
the latter is sold. 


The rules governing labor charges 
are- orthodox and clear. Direct 


labor cost consists of salaries and 
wages properly chargeable directly 
to the performance of the contract. 
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Actual salary and wage rates will 
generally be used but average rates 
are permissible if this is the con- 
tractor’s practice and the govern- 
ment is not prejudiced thereby. 

For accounting purposes, indirect 
costs are classified in the usual 
manner, namely, 

Manufacturing and production expenses 

Selling and distribution expenses 

General and administrative expenses 
The principal problem encountered 
here is the matter of apportionment 
of indirect costs, and the Regula- 
tions state that the method of 
apportionment must be equitable. 
They also state that whenever 
items ordinarily chargeable as in- 
direct costs are charged to a govern- 
ment contract as direct costs, the 
cost of similar items applicable to 
other work of the contractor must 
be eliminated from indirect costs 
apportioned to the contract. 

Regardless of their treatment as 
direct or indirect, all costs must pass 
the classification test as to allow- 
ability, although naturally most of 
the unallowable items would be of 
the indirect type. A discussion of 
a few examples of allowable or un- 
allowable cost would be of particu- 
lar interest. 

Compensation of corporate 
officers, executives and department 
heads is allowable within limita- 
tions. The term ‘‘compensation”’ 
includes all amounts paid or set 
aside, such as salaries, royalties, 
bonuses, pension, retirement and 
deferred compensation benefits. 


The total compensation of an indi- 
vidual may be questioned and the 
amounts allowed may be limited; 
in determining this, consideration 
will be given to the relation of the 
total compensation to the services 
rendered. 

Depreciation and depletion ex- 
penses are allowable when based on 
cost of acquisition, but depreciation 
or amortization on unrealized ap- 
preciation in value of fixed assets 
is not. Depreciation on fully depre- 
ciated or amortized assets and on 
excess facilities is not allowable. 
But among the special subjects 
which may be negotiated into a 
contract we find that consideration 
may be given to plant facilities 
fully depreciated or amortized on 
the contractor’s books of account 
or acquired without cost, with possi- 
ble compensation for utilization in 
the form of a use or rental charge. 
Prospective contractors would do 
well to examine their accounts and 
records carefully to be sure whether 
they wish to make such claims in 
lieu of depreciation and whether 
they have enough evidence to 
satisfy a contracting officer or pro- 
curement official that their claims 
are well justified. They should also 
be careful that no facilities marked 
as excess are actually stand-by or 
provisional facilities. 

The Statement on taxes is un- 
equivocal. On commercial contracts 
the list of allowable costs simply 
shows the word “‘taxes.’”’ On the 

(Continued on page 24) 
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A Proposed Tax 


A bill (H. R. 2983) to create an 
independent, informal Tax Settle- 
ment Board to adjust disagreements 
between taxpayers and the Bureau 
of Internal Revenue has been in- 
troduced in Congress by Repre- 
sentative Wilbur D. Mills, a mem- 
ber of the House Ways and Means 
Committee, and is now pending be- 
fore that Committee. The proposal 
has been endorsed by the Executive 
Committee of the American Insti- 
tute of Accountants. 

As explained by Representative 
Mills in a statement in the Con- 
gressional Record, the proposed Tax 
Settlement Board would perform 
the functions originally assigned to 
the old Board of Tax Appeals at 
the time of its creation in 1924. 
But because the Board of Tax 
Appeals was bound by rules of evi- 
dence, it soon took on the charac- 
teristics of a court, and its name 
was changed to the United States 
Tax Court in 1942. Another bill 
(H. R. 3113), now pending in Con- 
gress, would make the Tax Court 
a court of record. 

Under H. R. 2983 the Tax Settle- 
ment Board would consist of 
twenty-five members, empowered 
to hold hearings in all parts of the 
country. Taxpayers who had failed 
to reach agreement within the 
Bureau of Internal Revenue could 
appeal their cases to the Board, and 
ninety-day notices would be stayed, 


Settlement Board 


just as they are at present in the 
case of appeals to the Tax Court. 
However, the Tax Settlement 
Board would not be bound by rules 
of evidence, and its objective would 
be a fair settlement of the amount 
of tax due, rather than a formal 
decision as in the case of the Tax 
Court. Either the taxpayer or the 
Commissioner of Internal Revenue 
would have the right to appeal any 
decision of the Tax Settlement 
Board to the Tax Court, but the 
proceedings would be de novo and 
the findings of the Tax Settlement 
Board would not be admitted in 
evidence. 

When he introduced his bill, Rep- 
resentative Mills said: “‘As the situ- 
ation exists today, many taxpayers 
must feel that in attempting to 
settle cases with the agents and 
technical staff of the Bureau of 
Internal Revenue, they must deal 
with a judge who is also a prosecu- 
tor, unless they are willing to take 
the time and spend the money to 
go to court.” 

If the Tax Settlement Board pro- 
posed in the bill was set up, a tax- 
payer wishing to appeal, instead of 
having to prepare a complete legal 
case covering the whole record, 
would have an informal review be- 
fore a member or members of the 
Board. He could appear for himself 
or be represented by an attorney or 

(Continued on page 20) 
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Myron J. Boedeker 

The firm was shocked to hear of 
the sudden death of Mr. Boedeker, 
one of our Los Angeles partners, on 
February 1. While Mr. Boedeker 
was carrying a heavy burden of 
seasonal work, and, like all of us, 
was deeply concerned with the 
numerous accounting problems 


which confront clients and their 
auditors in these days of twisted 
economic reasonings, there were no 
indications that his large capacity 
for work was being unduly tested 
or that he was laboring under great 
strain. 

Mr. Boedeker’s loss will be keenly 
felt, not only in the Los Angeles and 
New York offices with which he had 
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been directly associated, but by 
many others who had contacts with 
him and admired him. His connec- 
tion with our firm dated back to 
1928; was only partly interrupted 
by an eight-year term of service 
with one of our valued client organi- 
zations and culminated in his ad- 
mission to the partnership in 1947. 


Mr. Boedeker was only 46, and 
possessed to a rare degree qualities 
of leadership, clear thinking, and 


determination, which had already 
been availed of eagerly by the Cali- 
fornia Society of Certified Public 
Accountants, and which might have 
meant much to the future of his 
chosen profession. All of us who 
knew him well, will long cherish his 
memory as a man of unusual abili- 
ties, intense loyalties, generous al- 
most to a fault, and single minded 
in his devotion to the interests of 


our firm. 
Sh 


A Proposed Tax Settlement Board 


(Continued from page 18) 


by anyone admitted to practice be- 
fore the Treasury. 

Some criticisms have been leveled 
at the proposed Board and it is 
natural that any new legislation 
must go through a period of critical 
review and possible amendment to 
correct technical flaws. Much 
favorable comment upon the pro- 
posal has appeared in the press and 
it is apparent that many taxpayers 
view with favor any proposal which 
would allow them to expedite the 
settlement of tax controversies 
without the expense of a formal 
trial, which frequently costs both 
the taxpayer and the government 
as much as the actual tax in con- 
troversy. Innumerable instances 


have appeared where a taxpayer 
with a small amount of tax assessed 


felt that he had to accede to govern- 
ment’s demands simply because he 
could not afford a formal court trial 
of the issues. The proposed Board 
would represent a material advance- 
ment in the possibility of settlement 
of tax controversies for this type of 
taxpayer. 

Undoubtedly, the proposal of 
Representative Mills will be sub- 
jected to close scrutiny by tax- 
payers in general and their 
representatives. It is probable that 
improvements in the proposal could 
be made. However, the need of 
this type of agency is apparent 
enough to warrant the interest of 
all those concerned in the reason- 
able and inexpensive administration 
of revenue laws. 
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Notes 


Boston Office 


Mr. Harvey is Chairman, Ac- 
countants Division, 1949 Red Cross 
Fund for Greater Boston. 

Mr. Keller was the recipient of 
special recognition from the Boys’ 
Clubs of America for long and out- 
standing service to boys. He be- 
came a member of the Board of 
Overseers of the Boys’ Clubs of 
Boston in 1916. He received the 
Boys’ Club Bronze Keystone and 
citation. 

Mr. Perry is to serve as Vice- 
Chairman of Accounting in the 
Corporations and Executive Divi- 
sion of the Children’s Medical 
Center Campaign. 

Mr. Walker participated in a 
panel discussion of special account- 
ing problems occasioned by inflation 
at a meeting of the Boston Control 
of the Controllers Institute of 
America. 

Mr. Francis E. Moore, Chairman 
of the Committee on Education, 
presided at the first annual voca- 
tional day for accounting students, 
sponsored by the Massachusetts 
Society of Certified Public Ac- 
countants, Inc., and held at North- 
eastern University on February 7. 
Over eleven hundred senior 
accounting-major students from 
fifteen cooperating colleges and pro- 
fessional schools attended. The 
speakers included Mr. John L. 
Carey, Executive Director of the 


American Institute of Accountants, 
and Mr. Perry, Chairman of the 
Board of Examiners. Mr. Perry 
read a paper entitled “The View- 
point of the Examiners.” 
Members of the Quarter Century 
Club of the Boston Office and mem- 
bers of the staff were guests of the 
partners at a luncheon on December 
24, at the Union Club. Mr. Stanley 
W. White was presented with a gold 
watch, suitably inscribed, in recog- 
nition of his twenty-five years of 
association with the firm. 


Chicago Office 


Mr. Roland E. Smith of the 
Chicago Office staff (formerly on the 
staff of our Detroit office) has re- 
cently passed the Certified Public 
Accountants examination in the 
State of Michigan. 


Cincinnati Office 


Mr. Dennis spoke recently to the 
Columbus (Ohio) Control of the 
Controllers’ Institute of America on 
the subject “Depreciation Policies 
and Changing Price Levels.” He 
has also accepted an invitation 
from the Omicron Chapter of Beta 
Alpha Psi, Ohio State University, 
to address the chapter and their 
guests at their quarterly meeting, 
May 5, 1949, on the subject “‘Op- 
portunities-in Public Accounting.” 
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Mr. A. J. Starr was recently 
elected to a three-year term as a 
director of the Cincinnati Associa- 
tion of Credit Men. It is believed 
that this is the first time that a 
practicing C. P. A. has been elected 
to the Board of Directors of the 
Cincinnati Association. 


Detroit Office 


Mr. Russell is a member of the 
new Committee on Admissions of 
the American Institute of Account- 
ants. 


Los Angeles Office 

Mr. Robert S. Warner is now 
associated with Mr. Gibson as a 
resident partner in Los Angeles. 
With over twenty years in the ac- 
counting profession—first in our 
New York office and since 1936 in 
St. Louis, where he was the resident 
partner of the firm during the last 
four years—he brings to the Los 
Angeles office a background of expe- 
rience which should be of great 
value in serving the growing 
clientele of that office. 


New York Office 


Mr. Sinclair spoke at the March 
21 meeting of The New York State 
Society of Certified Public Ac- 
countants on the status of legisla- 
tion affecting the profession at 
Albany. He is also on the Board 
of Directors of the New York In- 


stitute of Trade and Commerce 
Professions. 

Messrs. Ernest C. Janson, Jr. and 
Henry E. Magnusen, Jr. have been 
elected to membership in The New 
York State Society of Certified 
Public Accountants. 


Philadelphia Office 


Mr. T. Edward Ross has been 
appointed to the Committee on 
History and Mr. Harry C. Zug to 
the Committee on Membership of 
the American Institute of Account- 
ants for the year 1948-1949. 

Among those who were active 
during the recent drive of the Com- 
munity Chest of Philadelphia and 
vicinity were the following: Mr. 
Frederick Martin was again Chair- 
man of the Audit Committee and 
Mr. Hewitt was Vice-Chairman of 
the Accountants’ Group. Mr. Petty 
and Mr. Harry G. Thomas gave 
talks before various organizations 
in connection with the campaign, 
Mr. Thomas speaking at least a 
dozen times. 

Mr. Cyril P. Gamber spoke before 
The Institute of Internal Auditors 
at The Engineers Club, Phila- 
delphia, on “Audit of a Cost Ac- 
counting System.” 

Mr. George W. Schelle, Jr. gave 
a talk to the Business Orientation 
Class at Pennsylvania Military 
College, Chester, Pa., on “The 
Duties and Responsibilities of Ac- 
countants.”’ 
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Mr. Philip J. Taylor spoke at 
Germantown High School, Phila- 
delphia, on “Qualifications for the 
Accounting Profession” for the Vo- 
cational Forum sponsored by the 
Exchange Club of Philadelphia. 


Mr. Mahon addressed the Read- 
ing and Scranton Chapters of the 
National Association of Cost Ac- 
countants, on the subject of tax 
depreciation. He was also a mem- 
ber of the panel discussing personal 
income taxes at the first of a series 
of four radio broadcasts presented 
by the Philadelphia Chapter of the 
N. A. C. A. on February 15. 


Mr. Harry C. Zug presided at a 
Panel Discussion held by the Phila- 
delphia Chapter of the N. A. C. A. 
on the subject of “Distribution of 
Overhead.” 


The Pennsylvania Tax Institute 
held its Second Annual series of 
sessions December 6 to 10, 1948. 
On December 8 Mr. James E. 
Gelbert spoke at the afternoon 
session on ““Techniques in Protest 
Procedures.””’ Mr. Mahon, a mem- 
ber of the Board of Advisors, acted 
as Chairman of the morning session 
on December 9. 


On November 3, 1948 Florence 
R. Brizendine, telephone operator 
and receptionist, joined the ranks 
of those with a quarter century of 
service with the firm. Miss 
Brizendine received the well wishes 
of her associates and was presented 
with a wrist watch to commemorate 
the anniversary. 


St. Louis Office 


Mr. Joseph W. Bower has been 
appointed Manager in charge of the 
St. Louis office, taking over the 
responsibilities of that office from 
Mr. Warner, now associated with 
the Los Angeles office. Mr. Bower 
joined the staff of our New York 
office in 1936 and in 1945 was trans- 
ferred to St. Louis, where he quickly 
gained the respect of our clients for 
the high caliber of his work. His 
broad experience and competency 
assure to our clients the continuance 
of service of the highest quality. 


San Francisco Office 

Mr. Giles has been nominated for 
First Vice President of The Cali- 
fornia Society of Certified Public 
Accountants. He is also an asso- 
ciate director of attendance of the 
San Francisco Chapter of the Na- 
tional Association of Cost Account- 
ants. 

L. Odell Christiansen passed the 
November, 1948 C. P. A. examina- 
tion. Mr. Ian K. Lamberton passed 
the November, 1948 C. P. A. exami- 
nation in Pennsylvania while he 
was temporarily attached to our 
Philadelphia office. 


Seattle Office 
Mr. W. R. Shapton passed the 
Washington State C. P. A. exami- 
nation held in November, 1948. 
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unallowable list we find the items 
“Federal taxes on income and ex- 
cess profits” and “taxes and ex- 
penses in connection with financing 
and security transactions.” Thus 
it would appear that the annoying 
problem so prevalent during the 
last war of having to classify taxes 
between income and excise taxes is 
now avoided. It seems fair to in- 
terpret the present rule as allowing 
taxes of whatever nature except the 
two specific types named. 

As to contributions and donations 
the Statement simply bans all such 
expenses as allowable costs. The 
same is almost true of advertising 
which as an allowable cost is now 
limited to advertisements for re- 
cruiting help and advertising 
extended as a flat subsidy to a tech- 
nical or trade journal. 

Self-insurance is includible in al- 
lowable costs, but it is to be pre- 
sumed that the allowances would 
have to bear some reasonable rela- 
tion to the cost of insurance pur- 
chased on the outside. The 
Statements do not show what types 
of risk may be covered. In the 


“Green Book’ only self-insurance 
for workmen’s compensation was 
admissible; other self-insured risks 
were allowable only as actual losses 
occurred. 

The costs of pension, retirement, 
group health, accident and life in- 
surance plans (except premiums on 
officers’ insurance where the con- 
tractor is the beneficiary) are allow- 
able, which principle was not 
applied so broadly during the war. 

It would be unnecessary at this 
time to continue commenting on 
the numerous interesting and im- 
portant items in the Statement of 
Contract Cost Principles. A study 
of the Statement will, I am sure, 
convey the impression that its clear 
and well written provisions evidence 
an unmistakable intention to deal 
fairly with a contractor. And in a 
larger sense it seems equally clear 
that the excellent preparatory work 
accomplished by the armed services 
to date in establishing the rules 
under which contractors must work 
with their government will be in- 
effective if the opportunity now pre- 
sented forstudying thoserulesis lost. 
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